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II. Costs and Offsets

OMB, HEW and Labor have reached agreement on program
costs and possible offsets.

A. Costs
The present costs of the basic welfare reform(proposal ‘/,
are: J;,/
Cash Assistance $19.5 billion* 77 ,J/,
Earned Thcome Tax Credit 1.5 billion** c"
Employment and Training
Program 8.2 billion

$29.2 billion

The cost total differs slightlyfrom the estimate in
HEW's July 25 memorandum ($28.9 billion) to reflect
adjustments agreed upon by OMB and HEW.

* The system will experience somewhat higher initial
year overpayment rates and, in addition, there will
be greater initial year administrative costs than
the $2.2 billion included in the $19.5 billion
estimate. These added costs are, however, approxi-
mately offset by relatively low participation rates
projected for the early years. The $19.5 billion

cost estimate reflects mature program ~- and thus
higher -- participation rates.
** Below the entry point of the positive tax system,

Additional costs above the tax breakeven point of
$3.4 billion are discussed below.
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One additional issue regarding offset to costs requires your
decision:

Reduction in HUD Expenditures

Everyone but HUD agrees that there will be $.5 billion in
HUD outlays saved as a result of increased cash/jobs assist-
ance. (As income of welfare/jobs recipients increases, HUD
subsidies decrease.) Everyone but HUD also agrees that these
savings should be allocated to the welfare reform cost base.*

Decision

Allocate the $.5 billion savings in HUD outlays to welfare
reform cost base. ’///,

v’ Approve (OMB, CEA, HEW, Labor, Domestic /
Policy Staff recommendation)
Disapprove (HUD recommendation)

If you approve the use of the $.5 billion in HUD outlay savings,
the net cost of the basic welfare reform proposal will be
$700 million - $1.3 billion, to be allocated against the budget

margin.

IITI. Benefit Structure

A, Reducing the Basic Benefit

Issue: During last Thursday's meeting, you asked how much

4
1: d

- _ :s proposed benefit levels and not héve any
of its proposed program modifications.

Possible Solution: HEW has considered dropping the basic
Federal benefit for everyone on cash assistance except the
aged, blind and disabled by approximately $200 ($4200 to
$4000 for a family of four).

* Two points should be noted:

1) This is merely an accounting matter and does not in
any way reduce HUD's budget. It is not one of the con-
tested OMB-HUD-HEW proposals (cashing out of housing
subsidies; imputation of housing subsidy income under
Section 8). It simply is a way of realistically looking
at the cost of the program.

2) Many of the staff at HUD agree with the suggested
allocation.

Electrostatic Copy Made
r Pres vat 1 Purposes






7

We propose to build the cash assistance plan on top of

the well head tax rebate. As outlined in the July 25
memorandum, the basic Federal benefit of $4200 for a

family of four included $180 (four times $45) from the 7
well head tax.* .

Decision S)aqﬂ

Approve proposed treatment of well 7”” -
head tax rebate. (Recommended)‘# .

' Disapprove 7/aﬂ" ‘::/j}/
o ot

C. Indexing

Problem: The HEW/DoL proposal recommends that Federal
cash assistance benefits be indexed to the Consumer Price
Index (CPI) to ensure that the real value of benefits are
not eroded by inflation. This would follow current policy
under SSI, Social Security, and Food Stamps (but not AFDC)
and would offer some protection to our poorest citizens
who are least able to protect themselves against inflation.
As the July 25 HEW memorandum indicates, without indexing
a $4200 basic benefit would decline in purchasing power to
$3031 in five years. HEW feels that the real incomes of
those least able to provide for themselves should not
depend on discretionary adjustments. Indexing involves no
addtional program cost in "real" terms. In addition, a
decision not to index would represent a substantial de-
liberalization of the currently indexed SSI program, which
would be highly controversial with the elderly and disabled
constituencies. Your staff agrees with these arguments.

The July 27 CEA memorandum expresses reservations about
indexing, pointing out that the tax system -- to which the
cash assistance program is tied -- is not automatically
indexed, and suggesting that indexing will reduce flexi-
bility in making discretionary changes in benefit levels
as program experience is gained.

CEA suggests that you issue a strong statement in your
message that yQou will not let the real value of aggregate
cash assistance benefits decline, but that you want to
retain flexibility 1in distributing this increment.

* This is consistent with the national energy plan
you proposed to Congress, under which the wellhead
revenues were to be rebated on a per capita basis
to taxpayers and non-taxpayers. The proposal here
reflects that provision of the energy plan.
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On balance Treasury, CEA, HEW, Labor, and Domestic Policy
Staff agree that the proposed credit provides an acceptable
compromise among these conflicting objectives.

Cost

The cost of this proposal in 1978 dollars is estimated to be
$3.6-3.7 billion in excess of the $1.2 billion now absorbed
by the present EITC. These estimates are based on estimated
1979 incomes and tax entry points. The 1979 cost is deflated
to 1978 dollars. Based on these assumptions, Treasury, CEA,
and HEW agree that this is a reasonable estimate of cost.¥*

The amount of EITC going to recipients of cash assistance
will rise $200-300 million. The remaining cost, $3.4 billion,
will accrue to families with positive income tax liabilities.
This will be a significant benefit to lower income workers.

Treasury reports that it is feasible to disburse the EITC
through adjustments in withholding by employers. Adjustments
would be made on tax returns for under- or over-payments.

Treasury agrees with the use of the EITC but would emphasize
that the cost of the EITC in the positive tax range should
be in addition to, not a part of, its present tax reform
proposal. Note these do have different effective years --
1979 for tax reform; 1981 for the expanded EITC.

Decision
1. The expanded EITC described above should be
included in tii/yelfare reform message and draft legislation.
Approve (recommended) //Qfﬂ__
Disapprove
2. The effective date for the expanded EITC should be
the year of implementation of the reformed welfare system,
(FY 1981). V// —
Approve (recommended) <:7L
Disapprove
* If this were measured in 1981 dollars (the first year

of the program), the cost would be somewhat less since, with
inflation and real wage increases, there will be fewer people
at income levels eligible for the EITC.
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Proposal: HEW proposes to allow a benefit for children
living with relatives who are not legally responsible for
the child, regardless of the relatives' income, in

accordance with current practice. ‘;;r_

Additional Cost: $160-200 million.

Effect: This provision will provide Federal support
averaging roughly $400 each for 250,000-300,000 children.
Assuming the States would have provided support for these
children in any event, this provision goes entirely for
fiscal relief. Since not all States are likely to provide
such protection, an undetermined part of the Federal cost
will accrue to beneficiaries and reduce worseoffness or
increase betteroffness.

B. Adoption of a Modified "Family-Based" Filing Unit

Problem: Initially, HEW proposed a broad filing unit
composed of all persons related by blood or marriage who
live in the same household. Pursuant to your suggestion
last May, the initial proposal was modified to allow
separate filing status for the aged, blind, and disabled --
as under the current SSI program. Even as so modified,
however, the proposal has run into vociferous criticism
from both State officials and the social welfare community,
and presents the following problems:

o} It disadvantages many existing AFDC bene-
ficiaries and in so doing creates incentives
for family breakups. For example, under the
existing AFDC program, a teenage mother who
lives with her parents may file for AFDC
benefits with her child regardless of her
parents' income and resources. Under HEW's
current proposal she would not be permitted
to do so unless the entire household, in-
cluding her parents, was eligible.

o Administration of a family-based filing unit
would be somewhat simpler, because there would
be fewer filing unit changes and less need to
determine whether separate filing status was
required to be accorded household members who
are economically independent of others in the
household. (However, the total number of filing
units would increase if a family-based filing
unit were adopted.)

pcl igtatic Copy Made
for Preservation Purposes



16

o Since the States now administer their AFDC programs
based on a family-based unit and favor a family-
based filing unit, any move in the Federal program
in that direction would further encourage the
States to adopt congruent State supplements and thus
facilitate uniform administration of the national
welfare program.

o A family-based filing unit is used in the income
tax system, and a shift in that direction would
therefore facilitate coordination of the cash
assistance program with the EITC.

Proposal: In the July 25 memorandum, HEW proposed a modified
family-based filing unit, which would consist of the nuclear
family =-- parents and minor children residing in the same
household -~ and other related unmarried adults who live in
that household (except the aged, blind and disabled). Under
the July 25 proposal, the so-called "embedded AFDC family" --
the mother and child living with her parents —-- would be
permitted to file as a separate unit.

At our Thursday meeting, you asked if we could modify the
"family-based" filing unit so as to recognize the efficiencies
of 1living in a larger household. We propose a restriction {
that where two or more filing units reside together, only

one receives the $800 "head of household" bonus.* _—
Additional cost: The modified family-based filing unit
originally proposed costs $1.0 billion. If the proposed :Zj

limitation is adopted, then the proposal costs $.7 billion.&

HEW believes that the change to a modified family-based filing
unit is important from both a programmatic and political stand-
point. It will promote uniformity and simplicity by encouraging
congruent State supplementation and by fitting more closely

with the income tax system filing unit. It will make a signi-
ficant dent in the worseoffness problem in the AFDC population
and reduce incentives for the split-up of extended AFDC families.

C. Grandfathering of Existing SSI Recipients as to Federal
Benefits

Problem: The modified broad filing unit that we adopted
following your comments last May (allowing the aged, blind
and disabled to file separately) took care of most of the

* Thus, an AFDC mother with young children would continue
to be a separate filing unit, even if she lived within a
non-eligible household (e.g., with a non-eligible grandmother).
But if the other person in the household were eligible, only
one adult would receive "head of household" treatment.
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